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Those concerned with the study and eval-
uation of reserve banking policy often ask
how and on what basis the Federal Reserve
System makes its decisions on monetary
policy. A large number of Federal Reserve
publications have discussed the broad goals
of monetary policy and the general economic
and financial developments that influence,
and are influenced by, the ways in which the
instruments of monetary policy are used.
The article that follows supplements this
material by describing in some detail the
Federal Reserve decision-making process—
particularly as it applies to the formulation
and execution of open market policy, which
is at the center of the process. The article
was prepared initially as a new chapter for
the fifth edition of The Federal Reserve
System: Purposes and Functions, to be pub-
lished by the Board of Governors later this
autumn, but a few modifications have been
made here to make the article self-contained.
The process by which reserve banking
policy influences the economy begins with
changes in the availability and cost of mem-
ber bank reserves. The Federal Reserve can
initiate such changes through its open mar-
ket operations, through changes in the rate
at which it discounts paper for banks, and—
within limits—through changes in the re-
serve requirements of member banks.
Changes in the availability and cost of re-
serves are reflected immediately in money
market conditions. Their influence spreads
to bank credit and money, to interest rates
in markets for longer-term debt, and to the
entire range of spending financed by bor-
rowed funds. In the end the ultimate targets
of policy actions—total income and spend-
ing, total output and employment, the gen-
eral level of prices, and international trade
and capital flows—come to be influenced.
At all times, however, financial condi-
tions, domestic economic activity, and the
balance of international payments are in-
fluenced by many underlying forces that
make themselves felt independently of mon-
etary actions. Thus, while the Federal Re-
serve undertakes to direct its policy toward
attainment of orderly economic progress
and a stable dollar, these objectives cannot
be reached through monetary policy alone.
COMPLEXITIES OF POLICY-MAKING
The policy process in reserve banking in-
volves a continuing assessment of changing
NOTE.—Because this article endeavors to present
an authoritative and full description of Federal Re-
serve open market policy formulation and operations,
it has drawn upon the knowledge and experience of
many officials in the System, and it has been exten-
sively reviewed. Ralph A. Young, Adviser to the
Board of Governors and Secretary to the Federal
Open Market Committee, provided guidance at all
stages of its preparation.
In addition, the author benefited particularly from
suggestions by Stephen H. Axilrod, Senior Econ-
omist in the Banking Section of the Board's Division
of Research and Statistics, and by the following
officials at the Federal Reserve Bank of New York:
George Garvy, Senior Economic Adviser; Robert W.
Stone, Vice President, and Manager of the System
Open Market Account; and Peter D. Sternlight, Man-
ager in the Securities Department.
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economic developments and takes full ac-
count of the interaction of monetary meas-
ures and forces outside the monetary sphere.
For instance, when the performance of
the economy or of the balance of inter-
national payments has been falling short
of longer-range objectives, Federal Reserve
authorities must decide whether and to
what extent changes in the financial vari-
ables more directly affected by monetary
action—namely, the pace of bank credit and
monetary growth, and levels of interest rates
—can help to improve the situation. They
must also decide whether changes in other
forces—including other public policies—are
working or may work to remedy the short-
fall. If it seems appropriate to change the
pace at which bank credit and the money
supply are growing or to change prevailing
interest rates, then the policy-makers must
decide by how much and with what timing
to adjust the reserve base of member banks
so that monetary action will encourage the
change desired.
Judgments of this kind call for full analy-
sis of all relevant information about the
domestic economic and credit situation, the
flows being generated in international pay-
ments, and the major forces affecting the
world economy generally. Hence in arriv-
ing at policy decisions the Federal Reserve
considers a spectrum of guides. These range
from ultimate goals for output, employment,
average prices, and the balance of payments
to the more immediate objectives, such as
bank reserve availability, which transmit Sys-
tem policy to money market conditions and
interest rates, bank credit, and the money
supply.
It would be easier for the System to make
decisions on policy if there were a simple
statistical norm—such as a particular rate
of growth in the money supply or particular
levels of interest rates—which, if it could be
attained, might insure continuous realization
of optimum conditions in output, employ-
ment, and the balance of payments. Neither
experience nor a consensus of economic
theory, however, has indicated any single
norm for policy guidance. Rather, the Sys-
tem must consider changes in all indicators,
financial and nonfinancial, that help to ex-
plain recent economic tendencies, that shed
light on likely future developments, and that
reflect the stance of monetary policy in rela-
tion to other influences on the economy.
Policy-makers thus place a high priority
on comprehensive, dependable, and timely
economic intelligence. A wide range of in-
formation, both statistical and qualitative, is
available for use in making such judgments,
and methods of economic analysis are much
advanced over earlier periods.
Even so, opinions differ on how the
available information should be interpreted.
These differences arise because there are still
important gaps in the data and because the
information that is available currently does
not fully reveal emerging economic devel-
opments in the domestic and international
spheres. In addition, different participants in
the decision-making process may attach dif-
ferent weights to the various elements in an
evolving situation—not only among domes-
tic factors but as between domestic and in-
ternational.
In this complex economic world—in
which data tend to run somewhat behind
events and in which the effects of changes
in Federal Reserve policy work themselves
out over time—adaptations in policy tend
to be taken step by step. In that way, they
can be readily modified or reversed, if nec-
essary, as the future unfolds. This is espe-
cially important at times when the strength
of perceivable trends is not clear or when
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there is strong interaction between domestic
and international economic developments.
Nevertheless, situations may arise that
clearly call for rapid and forceful policy
measures. In these circumstances, too, the
continuous nature of the policy process per-
mits prompt response.
ROLE OF THE OPEN MARKET COMMITTEE
Open market operations are the instrument
best suited to step-by-step adaptation of
monetary policy. They can be used subtly to
initiate small policy actions or aggressively
to carry out large changes in reserves over
relatively short periods of time. They are
continuous in nature, can be undertaken
quickly, and are well adapted to ready
modification and reversal, if necessary. In
practice, therefore, open market operations
normally take the lead in general monetary
policy implementation, with changes in the
discount rate and in required reserve ratios
being used more often to supplement and
reinforce this initiative.
Most open market operations are trans-
acted in domestic securities—mainly U.S.
Government issues, and to a limited ex-
tent bankers' acceptances. But since early
1962 the Federal Reserve has also bought
and sold foreign currencies in the exchange
markets and in direct transactions with
foreign monetary authorities. The focus of
foreign currency operations is on the or-
derly achievement of balance in the sup-
ply of and demand for dollars in foreign
exchange markets. These operations also
have some effect on the supply of domestic
bank reserves, but their net impact has
usually been small, and any effect they may
have is taken into account in the manage-
ment of domestic security operations. All of
the System's open market operations—in
both domestic securities and foreign curren-
cies—are carried out under policy directives
of the Federal Open Market Committee.
1
The Committee's procedures and prac-
tices have varied over the years along with
the changing focus of the issues and prob-
lems faced. The practices described here-
after are those that have evolved out of past
experience to meet present needs. As needs
change in the future and as knowledge in-
creases further, current practices are likely
to be modified.
To keep open market policy constantly in
touch with the monetary and credit needs of
the economy and with the international eco-
nomic position of the country, the Commit-
tee has found it essential to meet often,
usually every 3 weeks. The primary purpose
of these meetings is to develop a policy con-
sensus that can be formulated into operating
directives to the Manager of the System Open
Market Account and the Special Manager
for foreign currency operations. In addition,
the meetings are a forum for discussion of
the use of all instruments of monetary policy
1 The Committee consists of the seven members of
the Board of Governors together with the presidents
of five of the Reserve Banks. The Chairman of the
Board of Governors serves as Chairman of the Com-
mittee, and the President of the Federal Reserve Bank
of New York as Vice Chairman. The President of the
New York Bank is a permanent member of the Com-
mittee. The presidents of the other Reserve Banks
rotate as members, with four being elected by the
Reserve Banks voting in groups prescribed by law.
Membership of these four is for 1 year.
To facilitate the execution of open market opera-
tions, all System holdings of Government securities
and foreign currencies are pooled in a System Open
Market Account. Each Reserve Bank participates in
the holding and earnings of this Account.
Operations in Government securities and foreign
currencies authorized by the Open Market Committee
are undertaken by the Federal Reserve Bank of New
York for the Open Market Account. Transactions in
domestic securities are immediately directed and super-
vised by the Manager of the Account, and those in
foreign currencies by a Special Manager. Both men, in
addition to being officials of the FOMC, are officers of
the Federal Reserve Bank of New York.
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against the background of over-all monetary
objectives.
Decisions on changes in the use of policy
instruments other than open market opera-
tions—discount rates and reserve require-
ments—are not made by the FOMC as such.
But since all policy instruments are closely
related, views developed in Committee de-
liberations are carried over into meetings of
the Board of Governors and of the Reserve
Bank presidents with their directors, where
actions on these other instruments are de-
cided. In this way Committee discussions
have a bearing on the coordinated use of
all instruments.
COMMITTEE PROCEDURES
Meetings of the FOMC are organized to fa-
cilitate wide discussion and careful assess-
ment of available information as part of the
process of coming to decisions on open mar-
ket policy. To this end, all twelve of the Re-
serve Bank presidents attend the meetings
and participate in the discussion, although
only the five who are members vote on pro-
posed Committee actions. This arrangement
makes the knowledge and information of the
entire Federal Reserve System available to
the Committee.
Background preparation. Between meet-
ings, members of the Committee are kept
informed about late developments in the na-
tion's economy, in regional economies, and
in the balance of payments by the research
staffs at the Board of Governors and at each
of the Reserve Banks. Regular briefings are
provided in both oral and written form.
Some of these staff reports stress only the
facts of recent changes. Others assess and
interpret them in relation to past trends and
in terms of the key factors in economic cy-
cles and growth suggested by various eco-
nomic theories. Such analyses are helpful
in the assessment of possible future trends.
In addition, Committee members receive
regular reports from the Manager of the
System Open Market Account and the
Special Manager for foreign currency op-
erations. These reports—provided daily,
weekly, and in advance of each meeting—
analyze developments in the domestic money
and securities markets, in bank reserve posi-
tions, and in foreign exchange markets. They
also provide a full review of System opera-
tions against the background of Committee
objectives.
Before each meeting members of the
Committee receive special staff reports that
place developments since the preceding
meeting in clear perspective. One of these
is a review of the key phases of the current
economic situation, domestic and interna-
tional, prepared by the research staff of the
Board of Governors. It sets forth recent in-
formation on the broad economic aggre-
gates that represent the ultimate targets of
domestic policy—output, employment, in-
come, and prices—and reviews changes in
such important factors as business invest-
ment, housing, consumer outlays, and Gov-
ernment finance that underlie movements
in these broad aggregates. In addition, it
reviews developments in key financial vari-
ables such as bank credit, money, and inter-
est rates, which are the proximate targets of
policy, and reports changes in the money
market and bank reserve statistics that re-
spond most immediately to monetary policy
actions. Finally, it sets forth summary infor-
mation on output and credit conditions
abroad and the state of the U.S. balance of
payments. When special problems or pro-
posals relating to policy are under considera-
tion, Committee members usually receive
supplementary background papers.
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Organization. Meetings of the FOMC are
held at the Board of Governors building in
Washington. The agenda for each meeting
is typically divided into two parts. One
focuses on foreign currency operations; the
other on broader questions of general open
market policy.
The discussion of foreign currency opera-
tions begins with an oral report by the Spec-
ial Manager of the Account. He reviews the
highlights of recent foreign exchange market
experience and identifies situations likely to
require Committee attention or action before
the next meeting. After discussion of ques-
tions raised by his comments and recommen-
dations, the Committee takes whatever ac-
tions may be needed to direct foreign cur-
rency operations until the next meeting.
The meeting then proceeds to a considera-
tion of general open market policy. Discus-
sion begins with an oral report by the Ac-
count Manager. In this he outlines recent
and prospective System actions in the market
and reviews money and securities market
developments expected to be of special sig-
nificance to the Committee in the period
ahead. If Committee members have ques-
tions or reservations about the conduct of
open market operations in the interval since
the last meeting, they raise them at this point.
The Committee then receives oral brief-
ings from its staff economists. These are
analytical and interpretive statements that
draw out the significance and implications of
the more detailed written reports distributed
in advance of the meeting. One statement
covers key developments in domestic busi-
ness; another, recent changes in domestic
financial markets; and a third, recent devel-
opments in the U.S. balance of payments.
After the staff reports, each Board mem-
ber and Bank president—nonvoting as well
as voting—speaks in turn. Each presents his
judgments on current economic and finan-
cial conditions, and the Reserve Bank presi-
dents report any significant recent develop-
ments in the economies of their districts.
These summaries of regional conditions
are useful in interpreting over-all economic
tendencies because they often help to spot
developments not yet reflected in statistical
series for the nation as a whole. Also, re-
ports by the Bank presidents reflect a spe-
cial knowledge of banking developments ob-
tained from supervision of member banks,
administration of the discount window, and
other regular contacts with bankers and
business leaders, including their Bank's di-
rectors.
Each speaker states his view with regard
to policy, usually by indicating whether he
believes that money market conditions and
the volume of reserves available to member
banks should be kept about the same or be
changed. Recommendations to shift toward
more or less ease or restraint in open
market operations may include an expres-
sion of opinion as to the desirability of
a near-term change in the discount rate. In
addition, speakers typically relate any pro-
posals they may have concerning money
market conditions and bank reserves to
broader financial variables such as interest
rates, the pace of bank credit and monetary
growth, or other liquid assets. They also
assess these financial variables against trends
in domestic economic activity and employ-
ment, the level of prices, and the balance of
international payments. When all members
of the Committee have spoken, the Chair-
man summarizes the points of view expressed
and the consensus that seems to have devel-
oped on open market policy.
Following such further comments as may
help to clarify differing points of view, at-
tention turns to the current policy directive,
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which expresses the Committee's judgment
as to the appropriate posture of monetary
policy for the period until the next meeting.
If the policy judgment that is reached calls
for a change in the directive, alternative
formulations are considered. Then a vote of
the Committee members is taken on that
policy formulation which seems to express
most satisfactorily the majority view. On
occasion the wording of the directive will
be revised to acknowledge the short-run
significance of some unexpected event or
condition such as the Suez crisis in late
1956, the stock market break in May 1962,
or the Cuban crisis in October 1962. De-
velopments of this type may be deemed to
require specific recognition in the policy di-
rective, even though basic policy remains
unchanged.
The directives of the FOMC to the Sys-
tem Account Managers provide the central
basis for the record of Committee policy
actions that is published in the Annual Re-
ports of the Board of Governors. But more
fundamentally they establish formal lines of
policy direction from the 12-member policy-
forming Committee to the System Account
Managers, who execute day-to-day market
operations. Thus, the directives, to be dis-
cussed in more detail in the next section, are
the basis for policy execution, although the
Managers' understanding of the instructions
is enhanced by their presence at the Com-
mittee's discussions.
EXECUTION OF POLICY
Over its history the Committee has changed
the form of its directives from time to time.
At present, instructions for open market
operations in domestic securities are con-
tained in two directives. One is a "continu-
ing authority directive," which is reviewed
at least once a year. It sets the technical
limits on operations—indicating such things
as the types of securities that may be bought
or sold, the procedures to be followed in
transactions, and the conditions under which
repurchase agreements may be made with
dealers. The other is the current policy direc-
tive voted at each meeting. This states the
present objectives of open market policy and
gives guidance, in light of the Committee's
discussions, to the Account Manager in im-
plementing Committee policy until the next
meeting.
The current policy directive is revised
rather often. Revisions take account of
recent and prospective changes in the do-
mestic economy and the balance of pay-
ments, which may require alterations in open
market policy.
With regard to foreign currency opera-
tions, the policy aims of the Committee
relate to the international position of the
dollar as mirrored in the technical perform-
ance of foreign exchange markets and to the
way in which the deficit or surplus in the
U.S. balance of payments is financed. When
the FOMC authorized operations in foreign
currencies in 1962, it defined the goals and
character of this program in a detailed state-
ment. The statement, published by the Board
in its Annual Report for 1962, explained the
purposes of foreign currency operations,
the types of currencies in which transac-
tions could be conducted, the nature of in-
stitutional arrangements with central banks
in other countries, and the administrative
structure and procedures to be used for
executing transactions.
At the same time the Committee adopted
a set of guidelines for foreign currency op-
erations. These define the circumstances in
which the System may acquire and hold
foreign currencies and specify the purposes
for which it may engage in spot and forward
exchange transactions. These rules guide
the Special Manager in his day-to-day op-
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erations in foreign currencies. A continuing
authority directive, subject to change when
appropriate, lists the particular foreign cur-
rencies in which he may operate, along with
the quantitative limits on various types of
transactions.
At least once a year—at its annual or-
ganization meeting in early March—the
FOMC reviews all of its continuing direc-
tives and operating procedures to make sure
they are consistent with the present needs
and objectives of effective monetary policy.
The balance of this article discusses the
factors taken into account in the wording
of the current policy directive and in the
execution of day-to-day open market opera-
tions in domestic securities.
The operating problem. The main function
of the current policy directive is to set forth
guidelines as to the availability of member
bank reserves and the degree of ease or firm-
ness in the money market for the Account
Manager to follow until the next meeting.
These objectives have to be expressed in a
manner that will give the Account Manager
adequate guidance while at the same time
allowing him sufficient latitude—in view of
continuously evolving market conditions and
expectations—to carry out basic Committee
aims in relation to domestic economic ac-
tivity and the balance of payments.
It might seem at first glance as if the
Committee could achieve its objectives by
simply stating the dollar volume of securities
that the Account Manager should buy or
sell in the market before the next meeting.
In practice, however, this is not feasible, for
the supply of reserves available to member
banks is affected by changes in a number of
factors that in the short run are independent
of Federal Reserve monetary action. Among
these are changes in the level of monetary
gold, currency in circulation, and float—the
last arising mainly from fluctuations in the
volume of checks in process of collection.
As a result the System can bring about a
desired change in the general availability of
reserves to banks only if reserve changes
arising from these other factors have been
fully allowed for.
The task of taking into account changes
in these factors, together with normal sea-
sonal movements in required reserves, is es-
sentially an operating problem rather than
a policy problem. It is a part of the Ac-
count Manager's job—with the help of the
staffs at the Federal Reserve Bank of New
York and the Board of Governors—to
detect such variations and to make prompt
adjustments to them. In other words, the
execution of open market policy requires
continuous and sensitive appraisal of day-
to-day market conditions.
Looking ahead to the interval between
meetings, the Committee itself cannot easily
predict the amount of reserves that open
market operations will have to supply or
absorb to take account of changes in other
factors affecting reserves. But as the period
unfolds, the Account Manager can usually
accommodate his operations to such
changes. He may observe the changes
through statistical measures developed by
the staff, or they may become evident to him
in the process of day-to-day operations in
the money market. Most open market trans-
actions are undertaken simply to respond to
seasonal and other short-term reserve
changes of these kinds.
For policy purposes, therefore, the FOMC
is less interested in the gross volume of open
market transactions likely to be needed in
the period ahead than it is in the supply of
reserves that will be available to support
further growth of bank credit at member
banks.
Several measures help to indicate the ex-
tent of reserve availability at member banks.
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For measuring the results of policy actions
over a period of weeks or months, trends in
total, required, and nonborrowed reserves
are particularly useful, because they reveal
changes in the reserve base that supports
bank deposit and credit expansion.
2 But these
measures have only limited usefulness as
very short-run operating guides for the Sys-
tem Account Manager—and it is in the
short run that day-to-day operations must be
planned and executed. To be used effectively
on a day-to-day basis, these measures would
have to be adjusted to allow for immediate
seasonal pressures on reserves as well as for
other short-run forces that may unexpectedly
produce a sudden bulging or slackening of
reserve needs. Such adjustments are difficult
at best, and for current operations in such a
2 For a further discussion of these measures, see
"Measures of Member Bank Reserves," July 1963
BULLETIN, pp. 890-903.
complex and dynamic economy as that of
the United States, where it is hard to find
recurring patterns, they have to be viewed as
tentative or approximate.
In the very short run various marginal
measures of bank reserve positions are use-
ful indicators of the interaction between
monetary policy and market forces. These
indicators include the amounts of excess
reserves that member banks hold and the
amounts of their borrowings from the Fed-
eral Reserve. Subtraction of total member
bank borrowings from their total excess re-
serves provides a net measure of reserve po-
sitions for all member banks. When this
difference is positive, it is popularly referred
to as net free reserves; when it is negative, it
is called net borrowed reserves.
When net free reserves rise, the result is
an increased marginal availability of re-
serves, which the banking system can readily
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NOTE.—Nonborrowed reserves are total reserves less mem-
ber bank borrowings. The difference between nonborrowed
reserves and required reserves is the net reserve position of
the banking system. Thus, when nonborrowed reserves exceed
required reserves, member banks as a group have net free
reserves, but when nonborrowed reserves fall below required
reserves, member banks as a group have a net borrowed
reserve position.
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use to expand credit. But when member
bank borrowings grow relative to excess re-
serves, credit expansion comes under re-
straint. In this process individual banks find
extra reserves more difficult and expensive
to obtain, and they come under increasing
pressure to repay advances from the Federal
Reserve. As this continues over time, a net
borrowed reserve position emerges for the
banking system as a whole.
The technical advantage of marginal re-
serve guides is that they help the Account
Manager to accommodate seasonal and
other short-run credit demands readily as
they develop. For example, when net re-
serves are tending to fall because of a sea-
sonal or random rise in the public's need
for bank credit, the Account Manager will
supply the reserves required to back the
deposits created in credit expansion. Simi-
larly, when net reserves are tending to rise
because of a seasonal decline in the demand
for bank credit—taking the form, for ex-
ample, of seasonal repayment of bank debt
by businesses—he will absorb the required
reserves released by the associated decline in
deposits. With smaller deposits, banks would
need less required reserves and their excess
reserves would rise unless absorbed by Sys-
tem operations.
Taken by itself, however, the net free (or
net borrowed) reserve position also has its
limitations as a guide. For one thing, it may
not show what is happening to total bank
credit over time, since a given level of net
reserves at one point may be associated with
a faster or slower rate of growth in total
bank credit than the same level of net re-
serves at another point. This difference re-
flects differences between the two periods in
the intensity of credit demands, the level
and structure of interest rates, and market
expectations—and hence in bank prefer-
ences for free reserves.
The danger in adhering to net reserves
alone as a guide is that the System might be
misled into reinforcing changing demands
for bank credit generated by forces of cycli-
cal expansion and contraction when this was
undesirable. For example, in periods of
vigorous credit demands and rising bank
needs for reserves, free reserves tend to de-
cline as banks use reserves that formerly
had been excess or increase their borrow-
ings from Federal Reserve Banks. If the Ac-
count Manager in such circumstances adds
to the total supply of bank reserves through
open market operations in order to keep
free reserves from falling, this will encourage
a rapid expansion of bank credit—perhaps
more rapid than desired to accommodate
seasonal and growth needs at the time.
Under conditions of slack credit demands
and declining interest rates, on the other
hand, the opposite may occur. In such
periods member banks typically try to re-
pay debt at the Federal Reserve and add
to their excess reserves in an effort to build
up their free reserves. If, in these circum-
stances, the Account Manager failed to al-
low free reserves within the banking system
to grow enough to meet the changed pref-
erences, open market operations would tend
to encourage further contraction rather than
the renewed expansion needed to help stim-
ulate economic recovery. In short, although
the net reserve measure is a useful and sensi-
tive short-run guide to open market opera-
tions, it is not used inflexibly as a policy
target. Rather, it is continuously interpreted
in the light of other evidence on credit and
economic developments and in the light of
changes in various fundamental measures of
the bank reserve base—total, required, and
nonborrowed reserves.
Moreover, even in the short run the
significance of any given net reserve figure
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must be assessed alongside a broad assort-
ment of other information that bears on
what is typically alluded to as the "tone"
or "feel" of the money market. Indica-
tors such as the intensity of demand for
and the depth of supply of Federal funds,
the amount of new money needed by Gov-
ernment securities dealers and their sources
and costs of financing, and day-to-day trends
in market prices and yields for Treasury
securities all provide important insights into
the immediate state of reserve availability
and the strength of demands pressing upon
that availability. In executing policy it is
essential to have these immediate indicators
of money market atmosphere, because daily
estimates of reserve availability may be wide
of the mark and because such estimates are
for the banking system as a whole and do
not allow for the differing market impact of
possible variations in reserve distribution.
In summary, although at first glance it
might seem to be most efficient for the
FOMC to express its instructions to the Sys-
tem Account Manager in simple and explicit
terms—either as some dollar amount of net
purchases or net sales to be accomplished
before the next meeting, or as some given
target of net reserve availability or reserve
growth—this quantitative approach has
not proved feasible. Experience has shown
that the Committee cannot forecast the
size of technical adjustments that will be
needed between meetings to allow for
changes in other reserve factors. Nor can
it predict the precise extent to which bank
credit, money, and interest rates will re-
spond to given target levels of, or changes
in, reserve availability.
Nature of operating instructions. In prac-
tice, therefore, the Committee finds it desir-
able to express its operating instructions in
broader terms, which allow the Account
Manager sufficient latitude to evaluate and
interpret changing technical relationships
among all of the relevant money market
indicators. For this reason Committee in-
structions have typically directed the Ac-
count Manager to seek more, less, or about
the same amount of reserve availability and
money market ease or tightness as has been
prevailing. Decisions as to the precise size,
timing, and direction (purchase or sale) of
any market operations needed to implement
these instructions are left to the Manager's
discretion, for he has day-to-day contact with
the market and with the daily figures bear-
ing on bank reserves and money market
conditions, and he is therefore in a position
to make the necessary and continuing day-
to-day adaptations of operations to basic
policy aims.
To illustrate the form of operating in-
structions, the current economic policy di-
rective adopted at the meeting of September
11, 1962, follows:
It is the current policy of the Federal Open Market
Committee to permit the supply of bank credit and
money to increase further, but at the same time to
avoid redundant bank reserves that would encourage
capital outflows internationally. This policy takes into
account, on the one hand, the gradualness of recent
advance in economic activity and the availability of
resources to permit further advance in activity. On the
other hand, it gives recognition to the bank credit
expansion over the past year and to the role of capital
flows in the country's adverse balance of payments.
To implement this policy, operations for the System
Open Market Account during the next 3 weeks shall
be conducted with a view to providing moderate re-
serve expansion in the banking system and to foster-
ing a moderately firm tone in money markets.
In making day-to-day decisions, the Ac-
count Manager adheres to the guidelines of
the current directive. As the example shows,
the first paragraph contains a statement of
the Committee's broad goals, and the second
its operating instructions.
If changes in banking and money market
conditions in the period between meetings
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should begin to deviate sharply from the
general pattern assumed in the policy delib-
erations at the latest meeting, the Account
Manager would call this to the Committee's
attention. If the change were very rapid, he
might ask for a special meeting (perhaps by
telephone conference) to review alternative
means of coping with the changed situation
and to determine whether the Committee
wished to issue new operating instructions.
Any Committee member who was similarly
concerned by the unexpected course of de-
velopments could, of course, also request a
special meeting. In fact, Committee mem-
bers may at any time comment to the System
Account Manager on actual System opera-
tions and market developments in relation
to Committee intentions.
Basis for day-to-day operations. In his day-
to-day evaluation of money market develop-
ments the Account Manager considers both
statistical and qualitative measures of fi-
nancial activity. One key element in this
continuous evaluation process is a daily
projection of changes in factors affecting
bank reserves. The reserve projection con-
tains estimates for several weeks ahead of
daily and weekly average changes in all of
the key elements that affect the bank re-
serve equation—float, currency, gold and
foreign accounts, and so forth—as well as
in the various reserve measures—total, re-
quired, nonborrowed, and free reserves.
These projections show the direction and
general order of magnitude of the open mar-
ket operations likely to be needed in the
period immediately ahead.
Every morning the daily and weekly esti-
mates for factors affecting reserves are re-
vised on the basis of actual reserve figures
collected for the preceding business day from
the System's statistical reporting network.
Since the money market is especially sensi-
tive to the current and expected reserve posi-
tion of large city banks, figures on the dis-
tribution of reserves among banks are also
assembled from the reported data and care-
fully evaluated.
Data on reserves are supplemented by
other types of statistical information. For
example, statistics on transactions in Federal
funds are collected daily from a sample of
large money market banks. These shed light
on the demand for and supply of excess re-
serves by banks and are a sensitive indicator
of changes in current bank reserve avail-
ability relative to the demand for bank
credit. In addition, the Account Manager
receives from the Market Statistics Depart-
ment of the Federal Reserve Bank of New
York aggregate data collected from Gov-
ernment securities dealers that show their
current inventories, volume of trading, and
sources of financing.
Apart from these various types of current
and retrospective statistics, the Account Man-
ager obtains through a network of telephone
contacts maintained by the Trading Desk a
wide assortment of information from Gov-
ernment securities dealers and other money
market professionals on current rate and price
quotations in money markets as well as esti-
mates of customer offerings and demands in
markets for Federal funds and U. S. Govern-
ment securities. This information, which
reflects the interaction of the volume of
reserves actually available and the demand
pressing upon these reserves, is needed for
meaningful interpretation and evaluation of
the preliminary statistical estimates on bank
reserve positions. It also helps the Account
Manager to come to a better understanding
of market expectations and of the likely re-
sponse to Federal Reserve operations.
This brief review of the guides and infor-
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mation that shape day-to-day activities of
the Account Manager illustrates the wide
range of information he takes into account
in the execution of policy. The Manager, in
turn, keeps members of the Committee con-
tinuously informed of the particular money
market and bank reserve developments that
underlie each day's actions. Insights gained
from these reports of current developments,
in combination with analyses of the broader
but less timely indicators of general changes
in the domestic economy and the balance of
payments, provide the background informa-
tion on which Committee members must
base their new policy judgment at the suc-
ceeding meeting.
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